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Mean Exit Times and the Multilevel Monte Carlo Method∗
Desmond J. Higham†, Xuerong Mao†, Mikolaj Roj†, Qingshuo Song‡, and George Yin§
Abstract. Numerical methods for stochastic diﬀerential equations are relatively ineﬃcient when used to ap-
proximate mean exit times. In particular, although the basic Euler–Maruyama method has weak
order equal to one for approximating the expected value of the solution, the order reduces to one half
when it is used in a straightforward manner to approximate the mean value of a (stopped) exit time.
Consequently, the widely used standard approach of combining an Euler–Maruyama discretization
with a Monte Carlo simulation leads to a computationally expensive procedure. In this work, we
show that the multilevel approach developed by Giles [Oper. Res., 56 (2008), pp. 607–617] can be
adapted to the mean exit time context. In order to justify the algorithm, we analyze the strong
error of the discretization method in terms of its ability to approximate the exit time. We then
show that the resulting multilevel algorithm improves the expected computational complexity by an
order of magnitude, in terms of the required accuracy. Numerical results are provided to illustrate
the analysis.
Key words. Euler–Maruyama approximation, expected computational cost, expected hitting time, mean exit
time, Monte Carlo, multilevel Monte Carlo, stochastic diﬀerential equation, stochastic simulation,
strong and weak convergence
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1. Background and notation. We begin with the system of stochastic diﬀerential equa-
tions (SDEs),
(1.1) dX(s) = b(X(s))ds + σ(X(s))dW (s),
with deterministic initial condition X(0) = x, over a ﬁnite time interval [0, T ]. We assume
that X takes values in Rd, b : Rd → Rd, and σ : Rd → Rd×d1 . Here W = {W (t) : t ≥ 0} is
a standard d1-dimensional Brownian motion, and we let (Ω,F ,P,Ft) be a complete, ﬁltered
probability space satisfying the usual conditions. For a speciﬁed open set O ⊂ Rd, the stopped
exit time is the ﬁrst time at which X(s) leaves the open set O, or T if this is smaller. Our
quantity of interest is the expected value of this random variable.
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Such exit times are important in many applications, including air traﬃc management (us-
ing the Markov chain approach) [23], manufacturing ﬂexibility [37], quantum electrodynamics
[4], the adoption of technological innovation [20], electronic systems [22, 30], optimal decision
making [27, 33], and ﬁnance, insurance, and economics [8, 25, 36, 38].
The approach of approximating a mean exit time by directly simulating paths of the SDE
and applying a Monte Carlo technique has been adopted by many authors [2, 5, 26, 28], and,
relative to the alternative of solving an associated deterministic partial diﬀerential equation,
it has the advantages of (a) being straightforward to implement and (b) coping naturally
with high dimension and complicated boundaries. However, in this context the inherently
high cost of controlling the Monte Carlo sampling error is exacerbated by the large biases in
the numerical method—exit time samples are less accurate than the corresponding samples
of the solution process itself. In section 4.1 we show that it takes an O
(
−4
)
amount of
computational eﬀort to compute an O() conﬁdence interval for the mean exit time with the
standard Monte Carlo approach.
Our aim in this work is to show that the multilevel idea that Giles [13] introduced for the
problem of approximating mean values of the form E[f(X(T ))] may be adapted to the mean
exit time context, reducing the computational cost to O
(
−3| log()|1/2). A proper analysis of
the multilevel approach requires an understanding of both the weak and strong convergence
rates of the underlying discretization method, and for this reason we present what appears to
be the ﬁrst strong convergence result for the mean exit time problem (Theorem 3.1).
The work is organized as follows. Section 2 outlines the existing approximation results
that are relevant to our analysis. In section 3, we state and prove a new strong convergence
result. Section 4 derives the expected computational cost of standard Monte Carlo, deﬁnes a
multilevel algorithm, and shows that it oﬀers improved complexity. In section 5 we provide
illustrative computational results, and concluding remarks appear in section 6.
We ﬁnish this section by introducing some further notation. For the purposes of analysis,
we let Xt,z(s) denote the general solution of the SDE (1.1) at time s with initial condition
X(t) = z. So the speciﬁc solution of interest, X(s), is shorthand for X0,x(s).
The Euler–Maruyama approximation Y t,zn ≈ Xt,z(sn) has Y0 = z and
(1.2) Y t,zn+1 = Y
t,z
n + hb(Y
t,z
n ) + σ(Y
t,z
n ) (W (sn+1)−W (sn)) ,
where sn = t + nh, and h is the stepsize [24]. A straightforward, continuous-time extension
Y t,z(s) ≈ Xt,z(s) may then be deﬁned as
(1.3) Y t,z(s) = Y t,zn for s ∈ [sn, sn+1).
For consistency, we use Y (s) as shorthand for our approximation to the given problem; that
is, Y (s) = Y 0,x(s), and we use Yn to denote Y
0,x
n .
Next, we introduce notation for the stopped exit time. Having speciﬁed the open set O
with boundary ∂O and a ﬁxed future time T , we denote the stopped exit time for the SDE
by
τ t,z :=
(
inf{s > t : Xt,z(s) /∈ O}) ∧ T,
with τ as shorthand for τ0,x. Here a ∧ b denotes min(a, b).
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Similarly, for the continuously extended Euler–Maruyama approximation we let
νt,z :=
(
inf{s > t : Y t,z(s) /∈ O}) ∧ T,
with ν as shorthand for ν0,x. We note that this exit time arises when the natural approximation
algorithm is used: record the ﬁrst discrete time point at which the Euler–Maruyama path exits
the set O, or T if this is smaller. We also use 1 to denote the indicator function.
The continuous-time extension (1.3) takes the form of a step process, so ν corresponds to
the ﬁrst grid point where the numerical solution exits the region of interest, or T if this is
smaller. A natural alternative is to use a piecewise linear continuous-time Euler–Maruyama
extension, and the analysis that we give here would apply equally well to this case, with the
same resulting complexity.
2. Current results. Our analysis makes use of existing results concerning the ﬁnite-time
strong convergence of the Euler–Maruyama method when used to simulate paths of the SDE,
and also the weak error arising when this method is used to approximate the stopped exit
time.
We impose the following conditions on the drift and diﬀusion coeﬃcients of the SDE.
Assumption 1.
1. C2 continuity: b and σ have two continuous bounded derivatives on O.
2. Strong ellipticity: for some c > 0,
∑
ij(σ(x)σ
∗(x))ijξiξj > c|ξ|2 for all x ∈ O, ξ ∈ Rd.
3. Regularity of the boundary: for d > 1, O ⊂ Rd is a bounded open set with its boundary
∂O being C2 smooth.
In the above, C2 continuity is imposed on b and σ to ensure existence and uniqueness
of strong solutions of the SDE and to provide extra smoothness needed for (2.3). Strong
ellipticity and regularity of ∂O are needed in Lemma 2.1. We emphasize that the stopped
exit time problem restricts the solution to a compact domain. It follows that we may redeﬁne
b and σ outside this domain, if necessary, in order to ensure that they are globally Lipschitz.
This allows us to derive results that apply to a wide range of nonlinear SDE models, including
those arising in ﬁnance and chemical kinetics that pose analytical diﬃculties through nondif-
ferentiability of the drift at the origin [1, 34] or superlinear growth of the diﬀusion at inﬁnity
[7, 10, 35].
We then have the classical ﬁnite-time strong error result for the discrete Euler–Maruyama
approximation,
(2.1)
(
E
[
sup
0≤nh≤T
|X(nh) − Y (nh)|q
]) 1
q
= O(h
1
2 ), 1 ≤ q < ∞;
see, for example, [24, 29]. The continuously extended Euler–Maruyama approximation has a
slight degradation in order,
(2.2)
(
E
[
sup
0≤s≤T
|X(s)− Y (s)|q
]) 1
q
= O(|h log(h)| 12 ), 1 ≤ q < ∞.
This inequality was proved in [32] for the case where piecewise linear interpolation is used,
and a result for the step process then follows via the triangle inequality.
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The work of Gobet and Menozzi [19, Theorem 17] (see also [17] and [18]) gives an optimal
rate for the weak convergence of the Euler–Maruyama stopped exit time:
(2.3) E[τ ]− E[ν] = O(h 12 ).
Finally, we give a result that follows directly from the smoothness of the mean exit time
as a function of the initial condition.
Lemma 2.1. Under Assumption 1 there exists a constant K such that for any z ∈ O we
have
E[τ0,z] ≤ K (dz ∧ T ) ,
where dz = inf{|z − y| : y ∈ ∂O}.
Proof. Due to the strong ellipticity in Assumption 1, the function
u(z) := E[inf{s > 0 : X0,z(s) /∈ O}]
is known to be u ∈ C2(O) ∩C(O¯), satisfying the Dirichlet problem
(2.4) Lu+ 1 = 0 on O, u = 0 on ∂O,
where L is a strongly elliptic operator given by
Lu =
1
2
tr{σσ∗D2u}+ b ·Du,
with tr(A) denoting the trace of A [9]. Since the boundary is C2 smooth, u ∈ C2(O¯), thanks
to [11, Theorem 6.14]. It follows that u is Lipschitz on O, and we let K denote an appropriate
Lipschitz constant. For any given z ∈ O and y ∈ ∂O we then have u(z) = |u(z) − u(y) | ≤
K|z − y|, and hence
u(z) ≤ Kdz.
By construction, E[τ0,z] ≤ u(z) and E[τ0,z] ≤ T , and the result follows.
3. Main theorem. In order to justify a multilevel Monte Carlo approach we ﬁrst establish
a rate of strong convergence for the exit time approximation.
Theorem 3.1. Under Assumption 1 we have
E [| τ − ν |p] = O(|h log(h)| 12 ) ∀p ≥ 1.
Proof. The proof deals separately with two cases. We ﬁrst consider the event that the
Euler–Maruyama approximation exits before the exact process.
Case I. ν < τ . We have
E
[
(τ − ν)1{ν<τ}
]
= E
[
E
[
(τ − ν)1{ν<τ} | Fν
]]
= E
[
E
[
τν,X(ν) | Fν
]]
.(3.1)
On the right-hand side, we have the expected stopped exit time for the exact process,
starting from the stopped exit time of the numerical approximation. In order to bound this
quantity, we use the following two properties:
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• Lemma 2.1 tells us that the stopped exit time τν,X(ν) will be small in mean if the
process starts close to a boundary,
• strong convergence (2.2) tells us that the exact solution is close to the numerical
approximation, which has already reached the boundary or been stopped.
More precisely, applying Lemma 2.1 and (2.2) to (3.1), we ﬁnd
(3.2) E
[
(τ − ν) 1{ν<τ}
] ≤ KE
[
sup
0≤s≤T
|X(s)− Y (s)|
]
= O(|h log(h)| 12 ).
Next we consider the event that the exact process exits before the Euler–Maruyama ap-
proximation.
Case II. τ < ν. We have
E
[
(ν − τ)1{τ<ν}
]
= E
[
E
[
(ν − τ)1{τ<ν} | Fτ
]]
= E
[
E
[
ντ,Y (τ) | Fτ
]]
.
Because Lemma 2.1 applies to the exact SDE process, rather than the Euler–Maruyama
approximation, the next step is to add and subtract the exact process that runs forward in
time from t = τ with initial condition Y (τ) and apply the triangle inequality to give
E
[
(ν − τ) 1{τ<ν}
]
= E
[
E
[
ντ,Y (τ) − τ τ,Y (τ) + τ τ,Y (τ) | Fτ
]]
≤
∣∣∣E [E [ντ,Y (τ) | Fτ]]− E [E [τ τ,Y (τ) | Fτ]]∣∣∣
+ E
[
E
[
τ τ,Y (τ) | Fτ
]]
.
The ﬁrst term on the right-hand side concerns the weak error in the mean exit time
algorithm, which is known from (2.3) to be O(h
1
2 ). The second term on the right-hand side
can be bounded using the same arguments that lead from (3.1) to (3.2), showing that it is
O(|h log(h)| 12 ). Hence, we ﬁnd that
(3.3) E
[
(ν − τ) 1{τ<ν}
]
= O(|h log(h)| 12 ).
Combining (3.2) and (3.3) provides the result for p = 1. For a more general p ≥ 1, the
required result follows from
E [| τ − ν |p] ≤ T p−1E [ | τ − ν | ] .
Strong convergence of Theorem 3.1 shows that ν → τ in L1 with a rate of approximately
1
2
as h → 0. However, one may worry about a scenario where the two exit times are close but
the exact solution and numerical approximation exit at diﬀerent areas of phase space. This
is illustrated for the scalar case in Figure 1, with O := (α, β). In what follows, we show that
this event is unlikely.
Corollary 3.2. Under Assumption 1 we have
E[ |X(τ)− Y (ν)|2 ] = O(|h log(h)| 12 ).
MEAN EXIT TIMES AND MULTILEVEL MONTE CARLO 7
Figure 1. Bad approximation scenario for exit time.
Proof. We have
E[ |X(τ) − Y (ν)|2 ] = E[ |X(τ)− Y (ν)|2 1{τ≤ν} ] + E[ |X(τ) − Y (ν)|2 1{τ>ν} ]
≤ 2 E[ |X(τ)− Y (τ)|2 ] + 2 E[ |Y (τ)− Y (ν)|2 1{τ≤ν} ]
+ 2 E[ |X(ν)− Y (ν)|2 ] + 2 E[ |X(τ)−X(ν)|2 1{τ>ν} ].
From (2.2), the ﬁrst and third terms on the right-hand side here are O(|h log(h)|). Intuitively,
the second term is the case where the exact solution is stopped, and we want to show that
we cannot move with the numerical approximation too far in a small interval of time. The
fourth term is a mirror case of the second term, but this time the numerical approximation is
stopped, and we want to show that we cannot move with the exact solution too far in a small
interval of time. First, let us focus on bounding the fourth term,
E[ |X(τ)−X(ν)|2 1{τ>ν} ] = E
[
1{τ>ν}
(∣∣∣∣
∫ τ
ν
b(X(t))dt +
∫ τ
ν
σ(X(t))dW (t)
∣∣∣∣
2
) ]
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≤ E
[ ∣∣∣∣
∫ τ
ν∧τ
b(X(t))dt +
∫ τ
ν∧τ
σ(X(t))dW (t)
∣∣∣∣
2
]
≤ 2 E
[
(τ − ν ∧ τ)
∫ τ
ν∧τ
|b(X(t))|2dt+
∫ τ
ν∧τ
|σ(X(t))|2dt
]
≤ 2C1 E
[
(τ − ν ∧ τ)2 + (ν − ν ∧ τ) ]
≤ 2C2 E [ |τ − ν| ] = O(|h log(h)|
1
2 ),
where in the last line we used Theorem 3.1. In a similar manner it can be shown that
E[ |Y (τ)− Y (ν)|2 1{τ≤ν} ] = O(|h log(h)|
1
2 ),
which ﬁnishes the proof.
4. Monte Carlo.
4.1. Standard Monte Carlo. A traditional Monte Carlo approach to the estimation of the
mean stopped exit time uses the Euler–Maruyama method to compute independent samples
ν [i] from the distribution of the corresponding random variable ν. Let ν [i] denote the computed
stopped exit time for the ith simulated path. If we use N such paths, then the mean value
E[τ ] is approximated by the sample average
μ =
1
N
N∑
i=1
ν [i].
The overall error divides naturally into two parts,
(4.1) E[τ ]− μ = E[τ − ν + ν]− μ = (E[τ − ν]) + (E[ν]− μ) .
The ﬁrst term in parentheses is the bias, that is, the weak error of the numerical method in
terms of its ability to approximate the mean stopped exit time of the SDE. We know from
(2.3) that this term is O(h
1
2 ). The second term in (4.1) concerns the statistical sampling error.
This is known to scale like O(1/
√
N) from the perspective of conﬁdence interval width (see,
for example, [16]).
It is natural to measure the computational cost in terms of either
• the total number of evaluations of the coeﬃcients b(·) or σ(·) when we use the iteration
(1.2), or
• the number of pseudorandom number calls to obtain the Brownian increments in (1.2).
In both cases, the computational cost of each path is proportional to the ratio of the time-span
of the numerical approximation, ν [i], and the stepsize, h. The overall expected computational
cost of the standard Monte Carlo method is therefore proportional to NE[ν]/h, which, from
(2.3), may be written
(4.2)
N
(
E[τ ] +O(h
1
2 )
)
h
.
If we let  denote the target level of accuracy, in terms of conﬁdence interval width, then
balancing the bias and sampling error in (4.1) gives the scaling  = h
1
2 = 1/
√
N , whence the
complexity measure (4.2) for the method becomes O(−4).
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4.2. Multilevel Monte Carlo. Giles in [13] considered the problem of computing some
function of the ﬁnal-time SDE solution, E[f(X(T ))], where f is globally Lipschitz, a problem
that arises naturally in ﬁnancial option pricing. He showed the remarkable fact that it is
possible to reduce the complexity of the standard Euler–Maruyama/Monte Carlo method
from O
(
−3
)
to O
(
−2(log )2
)
; see also [21] for related ideas. Further work has extended
these results to more general classes of function f and other discretization methods [12, 14],
to quasi-Monte Carlo [15], and also to related problems involving stochastic partial diﬀerential
equations [3, 6]. Our aim here is to develop the multilevel methodology in the exit time context.
Following [13], we consider a range of diﬀerent stepsizes of the form hl = M
−lT for
l = 0, 1, 2, . . . , L. Here M is a ﬁxed integer. The smallest stepsize, hL = M
−LT , is chosen so
that the bias in the discretization method matches the target accuracy of O(); matching h
1
2
L
with  then gives
(4.3) L =
log −2
logM
.
Intuitively, the multilevel approach exploits the fact that it is not necessary to compute many
paths at this high, and expensive, level of resolution. It is suﬃcient to compute a relatively
small number of “high frequency” paths and then pad out the computation with increasingly
more information from the increasingly cheaper lower-resolution stepsizes.
To be more precise, we let the random variable νl denote the stopped exit time arising
when the Euler–Maruyama approximation is used with stepsize hl. We continue by writing
the following trivial identity:
(4.4) E[νL] = E[ν0] +
L∑
l=1
E[νl − νl−1].
On the left is the exact mean of the high-resolution approximation, which has the required
bias. On the right is a telescoping series involving the diﬀerent levels of resolution. We propose
estimating the expected values on the right-hand side of (4.4) as follows. The ﬁrst term, E[ν0],
is estimated by a quantity Z0 that uses the sample mean of N0 independent paths; so
Z0 =
1
N0
N0∑
i=1
ν
[i]
0 .
Each remaining term of the form E[νl − νl−1] is estimated by a quantity Zl based on Nl
independent pairs of paths; thus
(4.5) Zl =
1
Nl
Nl∑
i=1
(
ν
[i]
l − ν [i]l−1
)
.
Here, the two samples ν
[i]
l and ν
[i]
l−1 come from the same Brownian path at the two diﬀerent
levels of resolution. Figure 2 illustrates the case where M = 4 for a scalar SDE, so the two
paths are based on stepsizes that diﬀer in size by a factor of 4. Each Brownian increment
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Figure 2. Illustration of the estimator Zl, in the case M = 4 for a scalar SDE. The same path is sampled
at two diﬀerent levels of resolution.
for the lower-resolution computation is given by the sum of the four increments used for the
higher-resolution path. Independent paths are used for each i in (4.5) and for each diﬀerent
level l = 1, 2, . . . , L.
It remains for us to control the statistical sampling error by choosing {Nl}Ll=0 in order to
give an overall variance of O(2) for the estimator.
Using Theorem 3.1, we have
Var[νl − τ ] ≤ E[(νl − τ)2] = O(|hl log(hl)|
1
2 )
and
(4.6) Var[νl − νl−1] ≤ (
√
Var[νl − τ ] +
√
Var[νl−1 − τ ])2 = O(|hl log(hl)|
1
2 ).
So Var[Zl] = O(|hl log(hl)| 12/Nl), and, because the computations are independent over diﬀerent
levels, our overall estimator Z := Z0 +
∑L
i=1 Zl has variance
Var[Z] = Var[Z0] +
L∑
l=1
O
(
|hl log(hl)| 12
Nl
)
.
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Taking
N0 = O(
−2),(4.7)
Nl = O(
−2ML/4h3/4l | log(hl)|1/2) for l = 1, . . . , L,(4.8)
it follows that
Var[Z] = O(2) +
L∑
l=0
O
(
|hl log(hl)| 12
Nl
)
= O(2) +
L∑
l=0
O
(
|hl log(hl)|1/2
−2ML/4h3/4l | log(hl)|1/2
)
= O(2) +O
(
2M−L/4
L∑
l=0
h
−1/4
l
)
= O(2) +O
(
2M−L/4
L∑
l=0
M l/4
)
= O(2),
as required.
Having speciﬁed the algorithm, we may now work out the expected computational cost.
Each pair of paths at level l has a cost proportional to v
[i]
l /hl. Hence, the expected computa-
tional cost of the multilevel Monte Carlo method is
L∑
l=0
Nl
hl
E[νl] =
L∑
l=0
−2ML/4h3/4l | log(hl)|1/2
hl
(
E[τ ] +O(h
1/2
l )
)
= O
(
−2ML/4| log(hL)|1/2
L∑
l=0
h
−1/4
l
)
= O
(
−2ML/2| log()|1/2
)
.
From (4.3) we see that ML/2 = O(−1), and so the expected computational cost may be
written
O
(
−3| log()|1/2
)
.
This should be compared with the value O(−4) that was derived in section 4.1 for standard
Monte Carlo.
5. Computational results. We now present computational results, focusing on the scalar
case. Our aims are to test the sharpness of the analysis and to check whether the asymptoti-
cally valid improvement in complexity can be observed in a real simulation. Here O takes the
form of an open interval, denoted (α, β).
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Figure 3. Strong error in stopped exit time.
5.1. Strong error in exit time. We begin by checking the sharpness of the strong conver-
gence rate from Theorem 3.1 on a geometric Brownian motion model,
(5.1) dX(s) = bX(s)ds + σX(s)dW (s),
with constant drift coeﬃcient b = 0.05, constant volatility σ = 0.2, and initial value X(0) = 2.
We set the boundaries to α = 1.7 and β = 2.3, and the ﬁnite cutoﬀ time to T = 1. We
computed the reference solution E[τ ] = 0.4962 using a numerical solver for the boundary value
ordinary diﬀerential equation. We approximated the strong exit time error errh := E
[|τ − ν|2]
using the sample mean fromN = 5000 path simulations, and stepsizes h = 2−8, 2−9, 2−10, 2−11.
The error behavior on a log-log scale is shown in Figure 3. A least squares ﬁt for logC and q
in log errh = logC+ q log h produced q = 0.5167 with a least squares residual of 0.0289. Error
bars representing 95% conﬁdence intervals are small enough to be covered by stars in the
ﬁgure. Thus, our results suggest that the strong order of convergence equal to approximately
one-half in Theorem 3.1 is sharp for p = 2.
5.2. Variance behavior. A key step in our analysis of the multilevel Monte Carlo algo-
rithm was the derivation of the variance estimate (4.6). In Figure 4 we plot the quantity
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Figure 4. Variance of νl − νl−1 over diﬀerent levels.
log(Var[νl − νl−1])/ log(M) over a sequence of levels, where the most reﬁned level corresponds
to a user-speciﬁed accuracy of  = 0.001. If (4.6) is sharp, then this plot will have a slope
of approximately −1/2. A least squares ﬁt for the slope gives q = −0.4984 with a residual
of 0.1040. We also include a line with a slope − 1
2
for reference. Here we used the linear
SDE (5.1) with boundaries changed to α = 0.9, β = 1.1 and initial value X(0) = 1, whence
E[τ ] = 0.2480.
5.3. Multilevel Monte Carlo. Finally, we compare the computational cost versus accu-
racy for standard and multilevel mean exit time computation. We measure the computational
cost of the multilevel method as
CostMLMC :=
(
N0 +
L∑
l=1
NlM
l
)
E[τ ].
For the complexity analysis in section 4.2, we speciﬁed an order of magnitude for the number
of paths per level, (4.8), and showed that this (a) produces the correct variance and (b) has
attractive complexity.
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In our implementation, we used the values
(5.2) Nl =
⌈
2−2
√
Var[νl − νl−1]M−l
(
L∑
l=0
√
Var[νl − νl−1]M l
)⌉
, 0 ≤ l ≤ L.
More precisely, we used order-of-magnitude estimates of the variances Var[νl−νl−1] that were
obtained numerically in a preprocessing step of negligible cost. To justify the choice (5.2), we
note that
Var[Z] =
L∑
l=0
(
Var[νl − νl−1]
Nl
)
=
L∑
l=0
Var[νl − νl−1]
2−2
√
Var[νl − νl−1]M−l
(∑L
l=0
√
Var[νl − νl−1]M l
)
=
1
2
2,
so we achieve a small enough variance.
We also note that the order of magnitude for Nl in (4.8) that we used for the complexity
analysis satisﬁes
−2ML/4h3/4l | log(hl)|1/2 ≤ −2ML/4h3/4l | log(hl)|1/4| log(hL)|1/4
≤ −2h3/4l | log(hl)|1/4
L∑
l=0
M l/4| log(hl)|1/4.
Since Var[νl−νl−1] = O(h1/2l | log(hl)|1/2) it follows that our practical choice gives a comparable
order of paths per level.
The computational cost of the standard method is measured as
CoststdMC :=
N
h
E[τ ],
where N is the total number of sample paths and h is the ﬁxed stepsize such that h = O(2).
Here N was chosen adaptively to produce the required O(2) variance. We used three choices
of the accuracy parameter,  = 10−1.5, 10−2, 10−2.5. For the SDE and parameters used in
Figure 4, the lower-left picture in Figure 5 shows the accuracy obtained by the multilevel
algorithm as a function of . This conﬁrms that the algorithm produces an error that scales
like .
In the top-left picture of Figure 5 we plot  against 3Cost for the two methods. The results
are consistent with the predictions from our analysis: for the multilevel method this scaled
complexity increases slowly like | log |1/2, whereas for the standard Monte Carlo method it
increases like .
On the right-hand side of Figure 5, we repeat this information in a slightly diﬀerent format.
The upper-right-hand picture plots the overall cost against the attained error, and the lower-
right-hand picture plots the overall cost against the accuracy parameter. We see that for the
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Figure 5. Cost versus accuracy for the standard Monte Carlo method and the multilevel Monte Carlo
algorithm on geometric Brownian motion.
most stringent accuracy requirement the multilevel version is about an order of magnitude
cheaper.
As we mentioned in section 2, one of the beneﬁts of a mean exit time analysis is that our
attention is restricted to a compact domain, so rigorous results can be derived for nonlinear
SDEs with coeﬃcients that do not satisfy a global Lipschitz condition. We consider now a
mean reverting square root process commonly used to model interest rates [29],
dX(s) = b(μ−X(s))ds + σ
√
X(s)dW (s),
noting that the diﬀusion coeﬃcient is not Lipschitz at the origin. Keeping all the parameters
the same as for the geometric Brownian motion test in Figure 5, additionally we ﬁx μ = 1,
which causes the stopped mean exit time to increase to 0.2495. The complexity results, shown
in Figure 6, are consistent with those for the geometric Brownian motion case.
6. Discussion. Our overall aim here was to design and rigorously analyze a multilevel
version of a simple and widely used algorithm: Euler/Monte Carlo simulation for a mean exit
16 D. J. HIGHAM, X. MAO, M. ROJ, Q. SONG, AND G. YIN
Figure 6. Cost versus accuracy for the standard Monte Carlo method and the multilevel Monte Carlo
algorithm on the mean reverting square root process.
time. We showed that it is possible to dramatically reduce the computational complexity.
A key step in the analysis was to establish a rate of strong convergence for the numerical
discretization.
Of course there are several other general approaches to mean exit time computation, each
having their own advantages and disadvantages [31], and in future work it would be of great
interest to compare this multilevel algorithm with other classes of methods on a range of
practical problems. Within the context of basic timestepping methods, it would also be of
interest to investigate the possibility of incorporating higher order discretization or adaptive
stepsize control into the multilevel setting, as well as considering the use of quasi-Monte Carlo
methods and ﬁne-tuning the algorithm to high performance computing architectures.
REFERENCES
[1] Y. Ait-Sahalia, Testing continuous-time models of the spot interest rate, Rev. Financial Stud., 9 (1996),
pp. 385–426.
MEAN EXIT TIMES AND MULTILEVEL MONTE CARLO 17
[2] L. Andersen, A simple approach to the pricing of Bermudan swaptions in the multi-factor Libor market
model, J. Comput. Finance, 3 (2000), pp. 5–32.
[3] A. Barth, C. Schwab, and N. Zollinger, Multi-level Monte Carlo ﬁnite element method for elliptic
PDEs with stochastic coeﬃcients, Numer. Math., 119 (2011), pp. 123–161.
[4] D. Bedingham, State reduction dynamics in a simpliﬁed QED model, J. Phys. A, 41 (2008), 495205.
[5] P. Boyle, M. Broadie, and P. Glasserman, Monte Carlo methods for security pricing, J. Econom.
Dyn. Control, 21 (1997), pp. 1267–1321.
[6] K. Cliffe, M. Giles, R. Scheichl, and A. Teckentrup, Multilevel Monte Carlo methods and appli-
cations to elliptic PDEs with random coeﬃcients, Comput. Vis. Sci., 14 (2011), pp. 3–15.
[7] T. Conley, L. Hansen, E. Luttmer, and J. Scheinkman, Short-term interest rates as subordinated
diﬀusions, Rev. Financial Stud., 10 (1997), pp. 525–577.
[8] J. Cvitanic´ and I. Karatzas, Hedging contingent claims with constrained portfolios, Ann. Appl.
Probab., 3 (1993), pp. 652–681.
[9] J. Doob, Classical Potential Theory and Its Probabilistic Counterpart, Grundlehren Math. Wiss. 262,
Springer, New York, 1984.
[10] A. Gallant and G. Tauchen, Estimation of continuous-time models for stock returns and interest
rates, Macroeconomic Dynamics, 1 (2005), pp. 135–168.
[11] D. Gilbarg and N. Trudinger, Elliptic Partial Diﬀerential Equations of Second Order, Springer, New
York, 2001.
[12] M. Giles, Improved multilevel Monte Carlo convergence using the Milstein scheme, in Monte Carlo and
Quasi-Monte Carlo Methods 2006, A. Keller, S. Heinrich, and H. Niederreiter, eds., Springer-Verlag,
2007, pp. 343–358.
[13] M. Giles, Multi-level Monte Carlo path simulation, Oper. Res., 56 (2008), pp. 607–617.
[14] M. Giles, D. Higham, and X. Mao, Analysing multi-level Monte Carlo for options with non-globally
Lipschitz payoﬀ, Finance Stoch., 13 (2009), pp. 403–413.
[15] M. Giles and B. Waterhouse, Multi-level quasi-Monte Carlo path simulation, Radon Series Comp.
Appl. Math., 8 (2009), pp. 165–181.
[16] P. Glasserman, Monte Carlo Methods in Financial Engineering, Springer-Verlag, Berlin, 2004.
[17] E. Gobet and S. Menozzi, Exact approximation rate of killed hypoelliptic diﬀusions using the discrete
Euler scheme, Stoch. Process. Appl., 112 (2004), pp. 201–223.
[18] E. Gobet and S. Menozzi, Discrete sampling of functionals of Itoˆ processes, in Se´minaire de Probabilite´s
XL, Lecture Notes in Math. 1899, Springer, Berlin, 2007, pp. 355–374.
[19] E. Gobet and S. Menozzi, Stopped diﬀusion processes: Boundary corrections and overshoot, Stoch.
Process. Appl., 120 (2010), pp. 130–162.
[20] S. Grenadier and A. Weiss, Investment in technological innovations: An option pricing approach, J.
Financial Econ., 44 (1997), pp. 397–416.
[21] S. Heinrich, Multilevel Monte Carlo methods, in Lecture Notes in Large Scale Scientiﬁc Computing,
Springer-Verlag, Berlin, 2001, pp. 58–67.
[22] A. Hussain, Multisensor distributed sequential detection, in Aerospace and Electronic Systems, IEEE
Trans. Aerospace Electron. Systems 30, IEEE Press, Piscataway, NJ, 2002, pp. 698–708.
[23] N. Kantas, A. Lecchini-Visintini, and J. Maciejowski, Simulation-based Bayesian optimal design
of aircraft trajectories for air traﬃc management, Internat. J. Adaptive Control Signal Process., 24
(2010), pp. 882–899.
[24] P. Kloeden and E. Platen, Numerical Solution of Stochastic Diﬀerential Equations, Springer, New
York, 1999.
[25] H. Kushner and P. Dupuis, Numerical Methods for Stochastic Control Problems in Continuous Time,
Springer-Verlag, Berlin, 2001.
[26] F. Longstaff and E. Schwartz, Valuing American options by simulation: A simple least-squares
approach, Rev. Financial Stud., 14 (2001), pp. 113–148.
[27] S. Majd and R. Pindyck, Time to build, option value, and investment decisions, J. Financial Econ., 18
(1987), pp. 7–27.
[28] R. Mannella, Absorbing boundaries and optimal stopping in a stochastic diﬀerential equation, Phys.
Lett. A, 254 (1999), pp. 257–262.
[29] X. Mao, Stochastic Diﬀerential Equations and Applications, 2nd ed., Horwood, Chichester, UK, 2007.
18 D. J. HIGHAM, X. MAO, M. ROJ, Q. SONG, AND G. YIN
[30] H. Meyr and G. Polzer, A simple method for evaluating the probability density function of the sample
number for the optimum sequential detector, in Communications, IEEE Trans. Communications 35,
IEEE Press, Piscataway, NJ, 2002, pp. 99–103.
[31] G. N. Milstein and M. V. Tretyakov, Stochastic Numerics for Mathematical Physics, Scientiﬁc
Computation, Springer, Berlin, 2004.
[32] T. Mu¨ller-Gronbach, The optimal uniform approximation of systems of stochastic diﬀerential equa-
tions, Ann. Appl. Probab., 12 (2002), pp. 664–690.
[33] R. Pindyck, Irreversible investment, capacity choice, and the value of the ﬁrm, Amer. Econom. Rev., 78
(1988), pp. 969–985.
[34] L. Szpruch and D. J. Higham, Comparing hitting time behavior of Markov jump processes and their
diﬀusion approximations, Multiscale Model. Simul., 8 (2010), pp. 605–621.
[35] L. Szpruch, X. Mao, D. Higham, and J. Pan, Numerical simulation of a strongly nonlinear Ait-
Sahalia-type interest rate model, BIT, 51 (2011), pp. 405–425.
[36] M. Taksar, Optimal risk and dividend distribution control models for an insurance company, Math.
Methods Oper. Res., 51 (2000), pp. 1–42.
[37] A. Triantis and J. Hodder, Valuing ﬂexibility as a complex option, J. Finance, 45 (1990), pp. 549–565.
[38] G. Yin, C. Xu, and L. Wang, Optimal remapping in dynamic bulk synchronous computations via a
stochastic control approach, IEEE Trans. Parallel Distrib. Systems, 14 (2003), pp. 51–62.
